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"NO ACCOUNTING FOR TASTES"
A D D R E S S
BY
JOHN L. CAREY
SECRETARY OF THE AMERICAN INSTITUTE OF 
ACCOUNTANTS
D E L I V E R E D  T O
MEMBERS’ COUNCIL 
NEW ORLEANS
ASSOCIATION OF COMMERCE
THURSDAY, APRIL 25, 1940
NO ACCOUNTING FOR TASTES”
ADDRESS
BY
JOHN L. CAREY
SECRETARY OF THE AMERICAN INSTITUTE OF ACCOUNTANTS
Mr. Carey's address was one of a series deliv­
ered by certified public accountants before vari­
ous civic and luncheon clubs during the week 
ended April 27, 1940. These addresses were spon­
sored by the Special Committee on Group Pub­
licity of the
SOUTHERN STATES ACCOUNTANTS' 
CONFERENCE
Held in New Orleans 
April 25, 26 and 27, 1940.
The Society of Louisiana Certified Public Ac­
countants is distributing Mr. Carey's address in 
printed form because it believes it will serve as a 
splendid medium for familiarizing the business 
and investing public, not only with the character 
of the highly specialized type of professional work 
in which certified public accountants are skilled, 
but also with the limitations in the very nature of 
their work which they are eager to have the pub­
lic understand.
2
According to the old saying: “ There’s no accounting for 
tastes.”  I can demonstrate, however, that there are plenty 
of tastes for accounting—that these tastes are varying and 
conflicting— that the result is confusing, and that better 
understanding of accounting would be helpful to business.
Taxation
The Treasury Department has a taste for taxes. It ad­
mires tax returns which show large net income. This predi­
lection has resulted in a mass of regulations, rules, and court 
decisions through which procedures in sharp conflict with 
sound accounting practice are enforced for tax purposes. 
Income is an accounting concept— and, at best, a concept 
difficult to define. It is even more difficult to determine in­
come properly attributable to an arbitrary period of time, as 
a fiscal year. When high tax rates are imposed on an in­
definite and uncertain concept, it is perhaps not surprising 
that rules for determining taxable income may be enforced 
which would not be accepted as sound accounting practice 
for other purposes.
For example, depreciation is an important accounting 
concept: the theory is that, over the useful life of an asset 
like a building or a machine, the cost of such asset shall be 
charged against earnings. The purpose of depreciation re­
serves is to provide resources ultimately for replacement of 
worn-out facilities. Everyone who has had experience with 
the tax authorities knows that the Bureau of Internal Rev­
enue has tended to restrict depreciation allowances to the 
very minimum in order that taxable income for the year will 
be the maximum.
Securities and Exchange Commission
On the other hand, the Securities and Exchange Com­
mission, undertaking to protect investors, likes accounting 
to its own taste. It derives no particular pleasure from 
observing reports of high income if there is any suspicion 
that all proper charges have not been made against earn­
ings. The SEC advocates adequate provisions for deprecia­
tion and would not permit profits to be inflated through fail­
ure to charge off suitable depreciation.
In other respects, also, accounting to the taste of the 
Treasury Department is not to the taste of the SEC.
Temporary National Economic Committee
To add to the gaiety of nations, now comes the Tempo­
rary National Economic Committee, in its inquiry on “ idle 
money.”  The committee elicits testimony which, to some 
observers, indicates that conservative depreciation methods
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have been chiefly responsible for the ability of American 
corporations, in recent years, to replace and improve their 
plants without borrowing from private savings. Private 
savings, which have been substantial, can find few profitable 
outlets. The idle money breeds idle men. If a large part 
of the money which flows out of the production process in 
the form of wages, salaries, interest, rents, and profits, is 
hoarded, the goods produced cannot be bought at the prices 
asked. The economy will go on part time. So some econo­
mists reason.
One commentator sees depreciation as a kind of bugbear 
impeding sufficient circulation of the available supply of 
money; contributing to too much savings (shades of Benja­
min Franklin!). This commentator doesn’t blame anybody 
in particular and is kind enough to say that the situation 
“ cannot be corrected by putting Mr. Stettinius or Mr. Roose­
velt or the American Institute of Accountants in the dog­
house.”
The TNEC, viewing our economy broadly as a whole, is 
evidently concerned about our inability to put capital to 
effective work, and evidently finds conservative depreciation 
not to its taste. For entirely different reasons, it appears to 
agree with the Treasury Department on depreciation, while 
its view seems contrary to that of the Securities and Ex­
change Commission, whose job is most directly concerned 
with the problem of putting capital to work!
Management
If this is not sufficiently confusing, let us consider the 
accounting taste of management. Quite naturally and hon­
estly, management likes to report a good showing. It finds 
most to its taste the accounting which will accomplish this 
happy result. Using depreciation again as an example, 
cases have been known in which management has shown an 
inclination to make heavy depreciation charges in good 
years and little or none in poor years.
This doesn’t mean that management deliberately wants 
to deceive anybody. It means simply that optimism is a 
common, perhaps a necessary, attribute of successful busi­
ness management. The accounting that will put the best 
foot forward naturally appeals to the man who is doing the 
job.
The Certified Public Accountant
But there is yet a different taste for accounting— that of 
the certified public accountant. He happens to know more 
about the subject than anyone else, and he has no patience 
with any attempt to use accounting to prove a preconceived 
notion or to accomplish a result desired by any particular 
party at interest. It is his job to see that sound accounting
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principles are followed which will result in a presentation 
of the company’s financial position and the results of its 
operations which will be fair to all interests concerned: to 
the creditor, to the stockholder, to the management, to the 
tax collector, and to the public at large. This, you may 
agree, is no soft job, but it is the certified public account­
ant’s principal reason for existence and he does it to the 
best of his ability. He is in the middle. He is a kind of 
umpire.
Economic Significance of Accounting
Does it surprise you to hear that accounting can be ap­
plied in different ways— by perfectly honest people, with 
good logic to support their various positions— so as to bring 
about entirely different results?
This is the truth. The reason is that accounting is so 
largely a matter of judgment and opinion. Unless there is 
trained, experienced, disinterested judgment, there is likely 
to be— even in all innocence— a distortion of accounting.
This is a matter of vital importance to business, because 
accounting has highly significant effects on business policy. 
Thousands of cases show that ignorance of accounting has 
led to business catastrophe. Arundel Cotter, financial writer 
for the Wall Street Journal, has recently published a most 
readable book entitled “ Fool’s Profits” which shows how 
inappropriate accounting for inventories, for example, may 
delude management and investors into the belief that a busi­
ness has operated at a profit for a given year when, in fact, 
only a rise in the market price of material and stocks of 
merchandise on hand has found its way into the net income 
figure. Dividends may be paid from the fancied profit. The 
market price of the inventory may go down again, the 
ethereal profit has vanished, and the concern may be in 
difficulty.
Accounting is a vital factor in the maintenance of a 
sound credit structure. Credit is based on confidence. Bank­
ers used to (and still do, to some extent,) lend money to men 
whom they knew so well that their confidence in the loan 
was complete. But business has grown larger and the vol­
ume of transactions has multiplied. Personal relationship 
largely has gone, leaving a void which has been bridged by 
accounting statements audited by certified public account­
ants. Securities are sold to investors on a nation-wide scale 
largely on the strength of accounting information in finan­
cial statements independently audited.
Two lawyers, now on the staff of the SEC, in a recent 
article in The Yale Law Review, made a remark which 
shows how the wind is blowing: “ . . . the fight for protec­
tion of the interests of investors and public regulation of
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corporate enterprise has shifted to the accounting front.” 
Accounting is a key factor in governmental regulation of 
business. It is the source of information on which the reg­
ulator must depend, so every regulatory commission finds 
it necessary to make rules about accounting.
It is of the utmost importance that business men under­
stand that accounting is not simple. It is not merely a mat­
ter of adding up figures in books of account. It is not an 
arithmetical, mechanical, routine exercise. It is largely the 
application of judgment based on training and experience. 
It is as complicated as all the multitude of involved trans­
actions which make up business. Accounting is not fixed 
and immutable like the laws of mathematics. The Commit­
tee on Stock List of the New York Stock Exchange, in a 
report of August, 1939, said: “ Accounting and auditing 
procedures are in their very nature not final but evolution­
ary, both in themselves and in their adaptation to a con­
tinuously evolving business world.”
Please listen for a moment to the committee on account­
ing procedure of the American Institute of Accountants: 
“ The committee regards corporation accounting 
as one phase of the working of the corporate organ­
ization of business, which in turn it views as a ma­
chinery created by the people in the belief that, 
broadly speaking, it will serve a useful social pur­
pose. The test of the corporate system and of the 
special phase of it represented by corporate account­
ing ultimately lies in the results which are produced. 
These results must be judged from the standpoint of 
society as a whole— not from that of any one group 
of interested parties.
“ The uses to which the corporate system is put 
and the controls to which it is subject change from 
time to time, and all parts of the machinery must be 
adapted to meet such changes as they occur. In the 
last forty years the outstanding change in the work­
ing of the corporate system has been an increasing 
use of it for the purpose of converting into liquid and 
readily transferable form the ownership of large, 
complex, and more or less permanent business enter­
prises. This development brought in its train certain 
uses of the processes of law and accounting, which 
have led to the creation of new controls, revisions of 
the law, and a reconsideration of accounting proce­
dure.”
The Need for Understanding of Accounting
Is it unreasonable to suggest that business men, in their 
own self-interest, should understand the basic concepts of 
accounting? Because financial statements are presented in
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terms of figures, even including odd cents which have every 
appearance of accuracy, large portions of the public firmly 
believe accounting is an exact science. It is not. Business 
men and investors are often startled to learn that fixed 
assets, such as buildings and machinery, are usually carried 
in balance-sheets at conventional figures having no necessary 
relation to the present worth of the property; that surplus 
may consist of bricks and mortar and has no necessary rela­
tion to available cash; that profit is determined by more or 
less arbitrary allocations of transactions to a given twelve- 
month period but that true profit of an enterprise cannot be 
determined except over a long period of years. The public is 
usually surprised when told that accounting is essentially a 
matter of estimate, judgment, and opinion; that depreciation 
allowances are based on an expert estimate of the useful life 
of the asset; that valuation of inventories is a problem of 
refined judgment usually based on conventions which have 
no relation to scientific exactitude but are favored because 
they work.
What about auditing? The public understands it no 
more thoroughly than accounting. The misconception still 
prevails that an auditor is a kind of detective who, besides 
checking every available scrap of paper and every entry in 
every book of record, exercises a kind of second sight into 
the minds and hearts of the officers and employees of the 
business. It is not yet commonly understood that the tech­
nique of sampling and testing has largely taken the place 
of the detailed audit, that in many companies anything ap­
proaching a detailed audit would be so expensive as to be 
prohibitive. It is not understood that the auditor must de­
pend largely on written records of what took place in the 
past. He cannot be present when the transactions occur. 
Experience, and his skill, permit him to give all assurance 
that it is humanly possible to give, within reasonable limits 
of economy, that the financial statements on which he re­
ports fairly present the facts. But his professional opinion 
does not purport to be a financial guarantee. He charges 
professional fees for the work on which his opinion is based 
—he does not charge the premiums of an insurer.
Financial Statements
Accounting culminates, in large part, in financial report­
ing—in balance-sheets, profit and loss statements, analyses 
of surplus, statements of application of funds, and so forth. 
Twenty years ago or less published financial statements 
were often brief and cryptic. The excuse was that manage­
ment didn’t want to make vital information available to 
competitors. But that turned out to be a bugaboo. The 
trend is all toward full and frank publicity. Business has 
learned that it cannot retain the confidence of creditors, of
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investors, of labor, of consumers, of the voting public at 
large, unless it tells freely the facts about its affairs.
Demagogues and rabble rousers can easily incite sus­
picion or even hatred of business if business shrouds itself 
in the veil of mystery. Labor can easily be convinced that 
it is exploited for the benefit of capital if labor isn’t told 
the true facts.
The Bureau of Business Research of the University of 
Notre Dame has recast the accounting statements of a num­
ber of companies in such a way as to show clearly that 
profits, which it calls “ the wages of capital,” have been 
extremely modest as a return on the amounts that capital 
has invested in tools and in jobs— from 1% to 2% in most 
cases.
Dickson Hartwell in “ Public Opinion Quarterly”  for 
March urges business concerns to use their annual reports 
and their financial reports as a public relations opportunity, 
as a means of creating good will and confidence. A number 
of companies, among them Johns-Manville, followed this 
advice before it was given. The reports of Monsanto Chem­
ical, especially designed for the information of their em­
ployees, have been noteworthy for several years.
* * * * * *
All sections of the population of the United States are 
dedicated to democracy. Among the working principles of 
democracy are these: that all cards must be on the table, 
that a case must be judged on its merits, that a cause should 
stand or fall on the facts, that a man may be judged by his 
accomplishments. Accounting has a major role in the suc­
cessful application of these democratic principles in busi­
ness. It is the language of business—the only means by 
which information about financial position and results of 
operation may be readily conveyed among the interested 
parties: government regulatory bodies, stockholders, pros­
pective investors, consumers, workers, in short, the great 
American public.
The accounting profession is doing its level best to teach 
the public to understand this language. It wants your help.
Given such aid, it is not too much to hope that the public 
may acquire an understanding of accounting and a taste for 
sound, fair accounting which will help maintain public con­
fidence in business; expose the fallacies of such movements 
as “ Ham and Eggs” and “ Thirty dollars every Thursday” ; 
reassure consumers; bring a sound, friendly relationship 
between capital and labor; and demonstrate that business 
can operate satisfactorily without drastic government reg­
ulation.
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